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‘%55 BILL No. &
NI

A BILL FOR AN ACT ENTITLED: "AN ACT TO AMEND THE LAWS ON

INTRODUCED BY

SALES ASSESSMENT RATIO STUDIES; TO ALLCW APPEALS REGARDING
VALUE AFTER THE SALES ASSESSMENT RATIO PERCENTAGE
ADJUSTMENT: TO REQUIRE THAT THE SALES ASSESSMENT RATIOQ
STUDIES BE DEVELOPED BY A STATISTICIAN WHO IS NOT AN
EMPLOYEE OF THE DEPARTMENT OF REVENUE; TO ESTABLISH AN
INDEPENDENT GROUP OF STATISTICIANS TC REVIEW THE STUDY; TO
REQUIRE THAT AN AREAR BE REAPPRAISED IF THE COEFFICIENT OF
DISPERSION OF APPRAISED VALUE TO AVERAGE SELLING PRICE
EXCEEDS 15 PERCENT; TO PROVIDE FOR A PHASE-IN OF ANNUAL
ADJUSTMENTS THAT EXCEED 10 PERCENT; TO REQUIRE THE USE OF
STANDARDS FOR APPRAISING PROPERTY WITHOUT OTHER STATUTORY
STANDARDS; TO DELETE THE PERIODIC PROPERTY REVALUATION
CYCLE; AMENDING SECTIONS 15-1-402, 15-6-133, 15-6-134,
15-6-142, 15-7-102, 15-7-103, 15-7-11l1, 15-7-113, 15-7-114,
15~-7-201, 15-7-202., 15-10-412, AND 77-1-208, MCA; REPEALING
SECTIONS 15-7-131, 15-7-132, AND 15-7-133, MCA; AND
PROVIDING A DELAYED EFFECTIVE DATE AND AN APPLICABILITY
DATE. "

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

Section 1. Ssection 15-7-111, MCA, is amended to read:
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"15-7-111. Pertedic--revaiuation Revaluation of taxable
property —-— publi&ation of sales assessment ratio studies —-
appeal of revaluaticns. (1) The-department-of-revenne--shaii
administer--and--supervise--a-program-for-the-revatumtton-of
ali-taxabie-properey-within-—the--state——at——isast--every—-5
yearss——A--comprehensive-—written--reappratsat-pitan-shati-be
promuigated-by-the-deparements-The-reappraisat-pian—-adopered
shaii--provide--chat——ati—--property-—in-each-county-shaii-be
revatned-at--teast--every-—-5--years:——FPhe—-department——-shaii
furnish-a-copy-of-the-ptan-and-ati-amendment=z-to-tha-pian-tc
the-board-of-county-—commissioners—rn-each-county=-

t2y--The--new—-vaines--datermined--during--a-revatuation
cycte-must—-be-provided-to—the-taxpayers-at-the——end--of--the
revaiuation—-eyeie——but--may--not-be-piaced-on—the-tax-roiis
antii-i-year—fottowing-the--compiecton--of-~the--revatuation
eyectes

t3y-~-A-taxpayer-ashati-appeat-the-new-vatue-in-advance-of
tts--piacement-on-the-rax-roiiea-by-£filting-an-appeai-pursuant
to-15-15-182-before-che-firse-Monday-—itn-—dune——or--5--days
after—~-receiving---netice--of--the--new--vatuation——ameunts
whichever--is--iater;——or--be--barred——-from--appeating---fer
untimeliness<

+4+ For the taxable year beginning January 1, 1990, and
for every taxable year tnereafter, the department of revenue

shall conduct a strarified sales assessment ratio study of

- INTRODUCED BILL
H& 75D
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all residential land and improvements, agricultural 1l-acre
homesites and improvements, and commercial land and
improvements. The sales assessment ratio based on property
sales finalized and recorded by no later than November 1
must be used to determine appraisals for the immediately
succeeding tax year.

t5+(2) The study required in subsection ¢4% (1) must be
based on:

(a) commonly accepted statistical standards and
methodology;

(b} a statistically wvalid sample of sales, using data
from realty transfer certificates filed for up to 3 rtaxable
years prior to the year the study is made, taking into
account the dates of the included sales in the statistical
analysis; and

(¢) the assessments and sales for areas cf cthe state
that are economically, demographically, and gecgraphically
similar in order to determine the sales assessment ratlos
for a specific area.

{3) _The study must be developed by a statistician who

is not an_ employee of the department. The study, its

methodology . and the results of the study are subject to

review by the group established in [section 2].

t58+(4) For purpeses of conducting the study reguired by

subsecticn t43% (1), the department, subject to review by the
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group established in [section 2], shall partition the state

into as many as 100 areas for residential property and as
many as 20 areas for commercial property. The areas must
contain statistically sufficient numbers of sales and be as
econcmically and demographically homogeneous as reasonably
practicable.

+33(5) The department shall use the following procedure
to validate sales information:

(a) Department staff who did not participate in the
determination of appraised values are required to review the
sales transactions evidenced by a realty transfer
certificate. The review must be conducted to determine
whether each sale used in the study was a valid,
arm's-length transaction. Only valid, arm's-length sales may

be used in the sales assessment ratio study.

{(b) The sales infarmation enteged in the
computer-assisted appraisal system is considered
confidential, as provided in 15-7~-308. However, the

department shall annually publish a report containing the
results of all sales assessment ratio studies done in each
of the areas described in subsection t6} (4). The report
containing the results of the study must be made available
to the public by request or by general disclosure.

(c) The department shall exclude from the sales

assessment ratio study any parcels in which the improvements

—4-
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have been remodeled, reconstructed, or expanded between the
time of the assessment and the time of the sales.

{d}y The department shall exclude sales assessment
ratics of less than 50% or greater than 200%.

(e) If the coefficient of dispersion of appraised value

tc the average selling price of an area exceeds 15%, the

area must be revalued pursuant to [secticn 13].

t8¥(6) (a) The department shall have equalized property
values throughcocut the state and may not make further
adjustments to values under this section when the
assessments for each stratum within each area identified in
subsection 6% (4) are rescaled to bring all ratios to
common value 1 and when the sample size produces a standard
error of less than 5%.

{b} Under the method described in subsection 8%
(6)(a), taxable property in each area is considered revalued
for each tax year, based on the results of the sales
assessment ratio study and the adjustments reqguired by that
study.

(¢) Assessments in an area are considered equalized
under subsection +{8%(6)(a) if the ratio for the area is
within plus or minus 5% of common value 1."

NEW SECTION. Section 2. Independent reappraisal ratio
study group —— duties. (1) The presidents of the university

of Montana and of Montana state university shall each
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appoint one faculty member invelved in teaching or research
in statistics to be a member of a group that vreviews the
stratified sales assessment ratio study conducted by the
department of revenue. The two appointed members shall
choose another person knowledgeable in statistics to be the
chairman of the group. If the members cannot agree on a
chairman, the president of eastern Montana c¢ollege may
appoint a faculty member invelved in teaching or research in
statistics to be the chairman of the group.

(<) The gioup shall review the metheodolzgy, darta, and
results of the sales assessment ratio study cconducted by the
department. The group may not directly participate in the
formulation of the study or policies reguired for 1its
implementation,

{3} After the department has proposed changes in
percentage adjustments, stratum, area designations, and
other matters relating to the sales assessment ratio study
to be adopted under 15-7-102(7), the grocup shall review the
department's proposal. The review must be printed in the
Montana Administrative Register no later than 30 days prior
te the date on which the department propeses to adopt rules

on a macter the group has reviewed.
NEW SECTION. Section 3. Coefficient of dispersion

greater than fifteen percent -- revaluation required. The

department of revenue shall reappraise property in each area

—-6-



[

D

bo
3

—
b=

12

14
15

16

18

19

20

22

23

25

LC 0528/01

that had a Ssales assessment ratioc with a coefficient of
dispersion of appraised values to the average selling price
greater than 15%. Property located within an area being
reappraised under this section must be revalued according to
the reappraisal and not frem application of percentage
adjustment from the sales assessment ratio study. In
subsequent years after reappraisal, the area is subject to
percentage adjustments based upon sales assessment ratio

studies.

NEW SECTION. Section 4. sales assessment ratie
percentage adjustment increase greater than ten percent —
phase—-in of increased value. A sales assessment ratio study
percentage adjustment that will produce a valuation increase
greater than 10% must be applied to the revalued property
over a period not to exceed 3 vyears. If a percentage
adjustment ratio exceeds 10%, the department of revenue
shall wuse 10% as the percentage adjustment for the first
year in which it is to be applied. In the second year, the
department shall add to the normal annual sales assessment
ratio percentage adjustment to be applied that year an
additional adjustment that, when applied the second year,
would make the valuations the same as if the whole £flirst
year adjustment and the second year adjustment had been
separacely applied. If the product of the first- and

second-year percentage adjustment is greater than 10%, the
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department shall use 10% as the percentage adjustment and,
in the third year, add a percentage adjustment tc the normal
annual sales assessment ratio percentage adjustment so that
the rtotal percentage adjustment for that year would be the
same as if the original percentage adjustments for that year
and the prior 2 years had been applied separately. The
product of the third year sales assessment ratio percentage
adjustments may exceed 10%.

NEW SECTION. Section 5. Use of real property appraisal
standards. In valuing property for which a specific method
has not been established by law, the department must use
standards for the assessment of property promulgated by the
internaticnal association of assessing cofficers.

Section 6. Section 15-1-402, MCA, 15 amended to read:

"15-1-442. Payment of taxes under protest -- action to
recover. (1) The person upon whom a tax or license fee is
being imposed may proceed under 15-1-406 or may, before the
tax or license fee becomes delinquent, pay under written
protest that porticn of the tax or license fee protested.
The payment must:

{a) be made to the officer designated and authorized to
collect it;

(b} specify the grounds of protest; and

(¢} not exceed the difference between the payment for

the immediately preceding tax year and the amount owing in

_8_
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the tax year protested unless a different amount results
from the specified grounds of protest, which grounds may
include but are not limited to changes in assessment due to

reappraisal under {section 4] or a percentage adjustment

under 15-7-111.

(2) After having exhausted the administrative appeals
available under Title 15, chapters 2 and 15, a person or his
legal representative may bring an action in any court of
competent jurisdiction against the officers to whom said tax
or license fee was paid or against the county or
municipality in whose behalf the same was collected and the
department of revenue.

{3) Both the officers to whom the tax or license fee
was paid or the county or municipality in whose behalf the
same was collected and the department of revenue must be
served with timely summons and complaint within the time
prescribed.

{4) An action instituted to reccver any such portions
of tax or license fee paid under protest must be commenced
and summons timely served within 60 days after the date of
the final decision of the state tax appeal bhoard.

(5} If a protested tax or license fee is payable in
installments, a subseguent installment portion considered
uniawful by the state tax appeal board need not be paid and

ne  action or suit need be commenced to Iecover the
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subseguent instalilment. The determinaticon of the action or
suit commenced to recover the first installment portion paid
under protest determines the right of the party paying such
subsequent installment to have the same or any part thereof
refunded to him or the right eof the taxing authority to
collect a subseguent i1nstallment not paid by the taxpayer
plus interest from the date the subsequent installment was
due.

{6) All taxes and license fees paid under protest to a
county or manicipality must be deposited by the treasurer of
the county or municipality to the credit of a special fund
te be designated as a protest fund and must be retained in
the protest fund until the final determination of any action
or suit to recover the same unless released at the reguest
of the county, municipality, or other local taxing
jurisdiction pursuant to subsecticn (7). Nothing contained
herein prohibits the investment of the money of this fund in
the state unified investment program or in any manner
provided in Title 7, chapter &. The provision creating the
special protest fund does not apply to any payments made
under protest directly to the state.

(7) The governing board of a taxing jurisdiction
affected by the payment of taxes under protest in the second
and  subsequent years that a tax protest remains unrescived

may demand that the treasurer of the county or municipaliity

=-10-
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pay the requesting taxing jurisdiction all or a portion of
the protest payments to which it is entitled, except the
amount paid Dby the taxpayer in the £first year of the
protest. The decision in a previous year o©of a taxing
jurisdictien to leave protested taxes in the protest fund
dees not preclude it from demanding in a subsequent year any
or ail of the payments to which it is entitled, except the
first-year protest amount.

(8) (a) If nc action is commenced within the time
herein specified or if such action is commenced and finally
determined in favor of the county or municipality or
treasurer cnereoef, the amount of tne protested portions of
the tax or license fee must be taken from the protest fund
and deposited to the credit of the fund or funds to which
the same property belongs, less a pro rata deduction for the
costs of administration of the protest fund and related
expenses charged the local government units.

(b) If such action is finally determined adversely to a
county oOr municipality or the treasurer thereof, then the
treasurer shall, upon receiving a certified copy of thne
final judgment 1inm said action from the state tax appeal
board, or from the district or supreme caurt, as
appropriate, if the final action of the state tax appeal
board is appealed in the time prescribed, refund t3$ the

person in whose favor such judgment is rendered the amount
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of such protested portions of the tax or 1license fee
deposited in the protest fund, and not released pursuant to
subsection (7), as the person halding such judgment is
entitled to recover, together with interest thereon from the
date of payment under protest, at the greater of:

(i) the vrate of interest generated from the pocled
investment fund provided for in 17-6-203 for the applicable
period; or

(ii) 6% a year.

(c) If the amount retained in the protest fund is
insufficient to pay all sums due the taxpayer, the treasurer
shall apply the available amount first to tax repayment,
then interest owed, and lastly to costs.

(d) If the protest action is decided adversely to a
taxing jurisdiction and the amount retained in the protest
fund is insufficient to refund the tax payments and eGsSts to
which the taxpayer is entitled and for which local
government units are responsible, the treasurer shall bill
and the taxing jurisdiction shall refund to the treasurer
that portion of the taxpayer refund, including tax payments

and costs, for which the taxing jurisdiction is proratably

responsible.
(e} In satisfying the requirements of subsection
(8)(d), the taxing jurisdicticn is allowed not more than 1

year from the beginning of the fiscal year following a final

—lz—
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resolution of the protest. The taxpayer is entitled to
interest on the unpaid balance at the greater of the rates
referred to in subsections (B8)(b)(i) and (8)(b)(ii) from the
date of payment under protest until the date of final
resolution o¢f the protest and at the combined rate of the
federal reserve discount rate quoted from the federal
reserve bank in New York, New York, on the date of final
resolution, plus four percentage points, from the date of
final resolution of the protest until refund is made,

{9) A taxing djurisdiction may satisfy the requirements
of this section by use of funds from one or more of the
following sources:

{a) imposition of a property tax to be collected by a
special tax protest refund levy;

{b) the general fund, except that amount generated by
the all-purpose mill 1levy, or any other funds legally
available to the governing body; and

{c) proceeds from the sale of bonds issued by a county,
city, or school district for the purpose of deriving revenue
for the repayment of tax protests lost by the taxing
jurisdiction. The governing bedy of a c¢ounty, city, or
school district 1s hereby authorized to issue such bonds
pursuant to procedures established by law. The bonds may be
issued without being submitted to an election. Property

taxes may be levied to amortize the bonds.”
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Section 7. Section 15-6-133, MCA, is amended to read:
"15-6-133. Class three property -- description -
taxable percentage. (1) Class three property includes
agricultural land as defined in 15-7-202.
({2) Class three property 1is taxed at the taxable
percentage rate "P" of its productive capacity.
t3y--Untii-duty-:7-39867-the The taxable percentage rate
"P" for class three property is 30%.
t4y--Pricr-to-Fuly-1;-19867-the-—-departmenc-—-af--revenne
shaii--decermine—-the-tarable-percentage-rate-4pi-appiicabie
to—ciass-three-property-for—the-revaiuarien-eyelte--beginning
Fancary-t7-1986y-as-fottowas
tay--Phe--director--of--the—-deparement-sf-ravenne-shati
eereify-to-the-governcr-before-Juiy-1;-153867-the--percentage
by-~-whieh-—the-—appraised-vaiue-of-ati-prapersy-in-the-scate
ctasatfied-under-ciass-three-as--ocf--Januwary--1;--13867——has
inereased--due--teo~-the-revatuation-conducted-under-:5-3-%1+
Phirs--figure--is---the---Ycereifted-~-sestewida---percentage
increasels
tby-~Fhe-—taxabie--vatne--of--property-in-class-three-is
determined--as-—-a--funetion-——ef--the---careified---seacawida
pereentage-—-inerease——in--accordance—-with--the--tabhis-ahewn
betows
tet-—-This-tabie-iimita-rhe-atarewide-tnerense~in~taxable

va}uation—resuiting—Erem—feapptaisni-tc—e%7——In——caicuiating

-14~
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the--percentage--increase;-—the--department-may-nst-consider
agricuiturei-use-changes-during-catendar-year-1985<
tdy--Fhe--taxabte—-percentage--mupat--be--cateuiaved---by
rnterpaiation--to--coinctde--with-—the--nesrest-whote-number
cercified-statewide-—percentage—inerease-from-—the--fotiowing
tabpltes
Certified-Statewide €iass-Fhree-Taxabie

Percentage-increase Percantage-4p4

-8 38-68
i 2F<27
z6 25488
3e 23-48
40 23743
58 268760

t53-—After--Fnty--7+——19867-no-adjustment-may-be-made-by
she-deparetment-to-the-taxabie-percentage-rate-—Spl-—untti--a
revatuatiosn-has-been-made-as-provided-in-35~-F-31s"

Section 8. Section 15-6-134, MCA, is amended to read:

*"15-6-134. Class four property ~-- deseription --
taxable percentage. (1) Class four property includes:

(a) all land except that specifically included in
another class:

(b) all improvements except those specifically included
in another class;

(c) the first §80,000 or less of the market value of
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any improvement on real property and appurtenant land not
exceeding 5 acres owned or under contract for deed and
actually occupied for at least 10 months a year as the
primary residential dwelling of any person whose total
income from all sources including otherwise tax-exempt
income of all types is not mere than $10,000 for a single
person or 512,000 for a wmarried coupley--as—--adjusted
according-to-subsectton—+23tbrtiiy;

{d) all golf courses, including land and improvements
actually and necessarily used for that purpose, that consist
of at least 9 holes and not less than 3,000 lineal yards.

(2) €Etass-fons-preperty-is-tarxed-as-foiiowns

+ay Except as provided in 15-24-1402 or 15-24-1501,
class Four property deseribed—-in--subsectiona-fiyéaj-and
t+¥+b} is taxed at 3.86% of its market wvalue.

thi-—ti}-Property--described--in~-subseeriton——+tiy{cy--1s
taxed-~at——3:-864--of-—tts--market--vaine--muitipiied--by---a
percentage—-figqure—-based--on-income-and-determined-£rom-the

fottowing-tabies

incoma fneame Percentage
Sinygte-Perason Marriad-Eoupie Mui+ipiier
§~-——-8---5-170880 §-~—~--08--—-3-17260 -8%
-k700F-——=— 276060 -ty28:--——= 27468 6%
-2788F—~—~~ 37800 -27482~——~- 376680 20%
-3798-———- 470868 -37y68F-~—~- 47888 36%

~-16—~
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-4786F-—--—- 578686 -4780F---—-- 67868 40%
-5788%~——~~ -3 2-1-1] -67883~-—--- Fr208 58%
-6788%~———- 77606 ~Fy203--—--- Br488 66%
-F700F——-- 87600 -8748:----- 376660 70%
-8780%-—---—- ERCL1 -9+68k——--187860 80%
-9788%----1670086 19466k ----127008 58%

fr:y-Phe--itncome——teveis-—contained——in—-the--cabte-—-in
subseection—(2y{b}ti}-must-be-adjusted-for-infiation-amnuaiiy
by--the--department-of-revenves;-The-adjustment-to-the-income
tavais—is-detarmined-bys
+Ay-~muitipiying-the-appropriate-dottar—amount-from——the
tabte——tn-—-subsection--{23{8¥tiy-by-the-ratio-of-the-PEE-£for
the-second--quarter——of--the--year—-ptisr—-to—-the--year-—-of
appttcation-to—the-PCE-for-the-second-quarcer—of-19867-and
tB8¥--rounding--the--product-thus-sbhtained-to-the-nearaste
whote-dotiar-amounts
tiity-BPEEY--meana--the--tmpitcit——price-—deflarer-—-for
persensi--consumption-expendienres-as-pubiished-quarrariy-in
the-Survey~ef-Current-Ousiness-by--the--bureaun--cf-—econemie
anatysta-af-the-U:Ss-department-of-commercas
fcy--Properey-deseribed-itn-subsection-{t3+tdi-ta-taxed-at
one-hatf-—-ehe———taxapble-—--parecantage—-rakea-—estabiished——in
subsepction—{t23tars
t33-~afeer-Juty-ty-:3867~nn-adjuatment-may--be--made—--by

the-department-to—the-taxable-percentage-rate-for-eciass-£four
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property—-antii--a~-—revaiuation-has-psen-made-as-pravided-in
15-7-13:s

t4¥(3) Within the meaning of comparable property as
defined in 15-1-101, property assessed as commercial
property is comparable only to other property assessed as
commercial property, and property assessed as other than
commercial property is comparable only to other property
assessed as other than commercial prcperty."

Section 9. Section 15-6-142, MCA, is amended to read:

*15-6-142, Class twelve property -- description -—-
taxable percentage. (1) Class twelve property includes:

(a) a trailer or mobile home used as a residence except
when:

{1) held by a distributor or dealer of trailers or
mobile homes as his stock in trade; or

{ii) specifically included in another class;

(b) <the first $80,000 or less of the market value of a
trailer or mobile home wused as a residence and actually
occupied for at least 10 months a year as the primary
residential dwelling cof any person whose total income from
all sources including otherwise tax-exempt income of all
types is not more than $10,000 for a single person or
$12,000 for a married couple;--aa--adinated--asccording-—-te
15-6-:34t24tbitiiy.

(2) Class twelve property is taxed as—-foiiowss

-18-
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tay--Property-described-in-subsection—{iitai-that-ta-not
of-the-type-described-in-subsection-{i3+bi-+s-taxed at 3.86%
of its market wvalue,

thy--Property-dessribad-in-subsectton-{i3{by-ta-taxed-at
3786%—-of-tts-market-vaive-muitipiited-by-a-percentage-figure
based-on-income-and-decermined-fram-the-tabie-estapiished—in
subsection—{2¥tbItitt-of-25-6-1345"

Section 10. Ssection 15-7-102, MCA, is amended to read:

"15-7-102. Notice of clasgification and appraisal to
owners -—- appeals. {1) It shall be the duty of the
department of revenue, through its agent as specified in
subsection {2), to cause to be mailed to each owner and
purchaser under contract for deed a4 notice of the
classification of the land owned or being purchased by him
and the appraisal of the improvements on the land only if
one or more of the following changes pertaining to the land
ar improvements have been made since the last notice:

(2) change in ownership;

(b) change in classification;

(c} change in valuation, including an adjustment in

valuation made pursuant to 15-7-111; or

{d) addition or subtraction of personal property

affixed to the land.
{2) The county assesscr shall assign each assessment to

the correct owner or purchaser under contract for deed and
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mail the notice of classification and appraisal on a
standardized form, adopted by the department, containing
sufficient information in a comprehensible manner designed
to fully inform the taxpayer as to the classification and
appraisal of his property and cof changes over the prior tax
year.

(3) If the owner of any land and improvements is
digsatisfied with the appraisal or classification of his
land or improvements, he may submit his objection in writing
to the department's agent. The department shall give
reasonable notice to the taxpayer of the time and place of
hearing and hear any testimony or cother evidence that the
taxpayer may desire to produce at that time and afford the
opportunity to other interested persons to preoduce evidence
at the hearing. After the hearing, the department shall
determine the true and correct appraisal and classification
of the land or improvements and notify the taxpayer of its
determination. In the notification, the department must
state its reasons for revising the classification or
appraisal. When the proper appraisal and classification have
been determined, the land shall be classified and the
improvements appraised in the manner ordered by the
department.

{4) Whether a hearing as provided in subsection (3) is

held or not, the department or its agent may net adjust an
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appraisal or classification upen taxpayer's objection
unless:

(a) the taxpayer has submitted his objection 1in
writing: and

(b) the department or its agent has stated its reascn
in writing for making the adjustment.

{(5) A taxpayer's written objection to a classification
or appraisal and the department's notification to the
taxpayer of its determination and the reason for that
determination are public records. Each county appraiser
shall make the records available for inspection during
regular office hours,

{6} If any property owner feels aggrieved at the
classification and/or the appraisal made by the department,
he shall have the right to appeal to the county tax appeal
board and then to the state tax appeal board, whose findings

shall be final subject to the right of review in the courts.

The property owner may appeal the base year valuation, the

adjusted valuaticon, and the «c¢lassification determination.

The property owner may not appeal the yearly percentage
adjustments that are specified in 15-7-111 and that may be
made as a result of the sales assessment ratio study, the
stratum, or area designations as specified in 15-7-111.

{7) The percentage adjustments, stratum, and area

designations must be adopted by administrative rule. An
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annual hearing must be held to accept testimony on the
percentage adjustments, stratum, and area designations. The
department shall present its findings and the proposed rules
to the revenue oversight committee.”

Section 11. section 15-7-103, MCA, is amended to read:

"15-7-103. Classification and appraisal -- general and
uniform methods. () It 1is the duty of the department of
revenue to implement the provisions of 15-7-101 through
15-7-103 by providing:

(a) for a general and uniform method of classifying
lands in the state for the purpose of securing an eguitable
and uniform basis of assessment of said lands for taxation
purposes;

{b) for a general and uniform method ¢f appraising city
and town lots;

{c) for a general and uniform method of appraising
rural and urban improvements;

(d) for a general and uniform method of appraising
timberlands.

{(2) All lands shall be classified according teo their
use or uses and graded within each class according to soil
and productive capacity. In such classification work, use
shall be made of scil surveys and maps and all other
pertinent available information.

{3) All lands must be classified by parcels or
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subdivisions not exceeding 1 section each, by the sections,
fractional sections, or lots of all tracts of land that have
been sectionized by the United Stares government, or by
metes and bounds, whichever yields a true description of the
land.

{4) ALl agricultural lands must be classified and
appraised as agricultural lands without regard to the best
and highest value use of adjacent cr neighboring lands.

t53--in-any-periodie——revatuation-—of-—taxabie--properey
compteted--under-the-provistona-of-iS5-7-11i-after-Jannary-1i+
18867-ati-property-ectassrfred-in-15-6-134-muse-be--apprataed
en-—tta-—-markee-value—in-the-same-year--Ffhe-deparement—shatt
publiskh-a-rute-specifying-the-year-usad-in-the-—appraisais

t63(5) All sewage disposal systems and domestic use
water supply systems of all dwellings may not be appraised,
assessed, and taxed separately from the land, hcuse, or
other imprevements in which they are located. In no event
may the sewage disposal or domestic water supply systems be
included twice by including them in the wvaluation and
assessing them separately."

Section 12. Section 15-7-113, MCA, is amended to read:

"15-7-113. Program exclusive. No program for the
revaluation of property shall be implemented for taxation in
any county other than as prescribed in 15-7-111 through

15-7-114 and [sections 2 througnh 5j."
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Section 13. section 15-7-114, MCA, is amended to read:
"15-7-114. Law supplemental. Sections 15-7-111 through

15-7-114 and [sections 2 through 5] are intended to be

supplementary te and are not intended to repeal 15-7-103."
Section 14. section 15-7-201, MCA, is amended to read:
"1$-7-201. (Applicable to 399% 1993 land valuation

schedules) Legislative intent -- wvalue of agricultural
property. (1) Since the market value of many agricultural
properties is based upon speculative purchases which do not
reflect the productive capability of agricultural 1land, it
is the 1legislative intent that bona fide agricultural
properties shall be classified and assessed at a value that
is exclusive of values attributed to wurban influences or
speculative purposes.

{2) Agricultural 1land shall be classified accerding to
its use, which classifications shall include but neot be
limited to irrigated use, nonirrigated use, and grazing use.

(3) Within each «class, land shall be assessed at a
vaiue that is fairly based on its productive capacity.

{4) In computing the agricultural land valuation
schedules to take effect on January 1, 199i7-or-on-the-datce
that-the-revatnacion-cycte-commencing-danuary-2+-19867-takes
effect-purauvant-+e—5-3-11t 1993, the department of revenue
shall determine the productive capacity wvalue of all

agricultural lands using the formula V = IR where:
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{a) V is the per-acre productive capacity value of
agricultural land in each land use and production category:

(by I is the per-acre net income of agricultural land
in each land use and production category and is to be
determined by the department using the formula I = (2 - C) U
where:

(i) I is the per-acre net income;

(ii) P is the per-unit price of the commodiry being
produced;

(iii) € is the per-unit production cost of the commodity
being produced; and

{iv) U is the yield in units per acre; and

(c) R is the capitalization rate to be determined by
the department as provided in subsection (9).

(5) Net income shall be:

(a) calculated for each year of a base period, which is
the most recent 3-year period for which data are availables
prior-ta—a—revaiuatien—eé-property—as—provided-in——}s—?-tii;
and

(b} based on commodity price and production cost data
for the base period from such sources as may be considered
appropriate by the department, which sources shall include
Montana state university.

(6) To the degree available, the department shall

compile:
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(a) commodity price data reflecting the average prices
recelved per unit of measure by Montana Efarmers and
ranchers. Such data may be obtained from all geographical
areas of the state, Commodity prices may include wheat,
barley, alfalfa hay, grass hay, corn for grain, corn for
silage, sugar beets, dry beans, potatoes, cattle, and sheep.
Government payments may be considered. Typical rental
arrangements may be considered.

(b) production cost data reflecting average costs per
unit of measure paid by Mcontana farmers and ranchers. Such
data may be obtained from all geographical areas of the
state. Such production costs may include costs relating to
irrigation, fertilization, fuel, seed, weed control, hired
labor, management, insurance, repairs and maintenance, and
miscellaneous items. Variations in specific production cost
data, when affected by different leveis aof production, and
typical rental arrangements may be considered.

{7) The department shall appoint an advisory committee
of persons knowledgeable in agriculture and agricultural
economics to review the data prepared by Montana state
university and advise the department on the implementation
of subsections (2) through (6). The advisory committee shall
include one member of the Montana state university staff.

(8) Net income shall be determined separately for lands

in irrigated use, nonirrigated use, and grazing use and
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shall be calculated for each use and production level
according to the provisions of subsections (4) through (7).

(9) The capitalization rate shall be calculated for
each year of the base period and is the annual average
interest rate on agricultural loans as reported by the
federal land bank association of Spokane, Washington, pius
the effective tax rate in Montana.

{10} The effective tax rate shall be calculated by the
department for each year of the base periocd by dividing the
total estimated tax due on agricultural land in the state by
the total productive capacity value c¢f agricultural land in
the state."

Section 15. Section 15-7-202, MCA, is amended to read:

*15-7-202. Eligibility of land for wvaluation as
agricultural. (1) Contiguous parcels of land totaling 20
acres or more under one ownership shail be eligible for
valuation, assessment, and taxation as agricultural land
each vyear <that none of the parcels is devoted to a
commercial or industrial use.

(2) Contiguous or noncontiguous parcels of iland
totaling less than 20 acres under one ownhership rthat are
actively devoted to agricultural use shall be eligible for
valuation, assessment, and taxation as herein provided each
year the parcels meet any of the following gualificaticns:

(a) the parcels produce ang tne owner or the owner's
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agent, employee, or lessee markets not less than $1,500 in
annual gross income from the raising of livestock, poultry,
field crops, fruit, and other animal and vegetable matter
for food or fiber; or

{b) the parcels would have met the qualification set
out in subsection (2)(a) were it not for independent
intervening causes of production failure beyond the control
of the producer or marketing delay for economic advantage,
in which case procf of qualification in a prior year will
suffice.

(3) Parcels that do not meet the gualifications set out
in subsections (1) and (2) shall not be classified or valued
as agricultural if they are part of a platted subdivision
that is filed with the county clerk and recorder in
compliance with the Montana Subdivision and Platting Act.

(4) Land shall not be classified or valued as
agricultural if it 1is subdivided with stated restrictions
prohibiting its use for agricultural purposes.

{5} The grazing on land by a horse or other animals
kept as a hobby and not as a part of a bena fide
agricultural enterprise shall not be considered a bona fide
agricultural operaticn.

(6} TIf land has been valued, assessed, and taxed as
agricultural land in any year, it shall continue to be so

valued, assessed, and taxed until the department
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reclassifies the property. A-rectassificatien-doeesa-not--mesan
revalnation—-pursuant-to-5-7#-1<

{7) For the putposes of this part, growing timber is
not an agricultural use, (Subsection (7) terminates January
1, 1991--sec. 10, Ch. 681, L. 1985.)"

Section 16. Section 15-10-412, MCA, is amended to read:

%15-10-412. Property tax limited to 1986 levels ——
clarification ~— extension to all property classes. Section
15-10-402 is interpreted and clarified as follows:

(1) The limitation to 1286 levels is extended to apply
to all classes of property described in Title 15, chapter 6,
part 1.

(2) The limitation on the amount of taxes levied is
interpreted to mean that, except as otherwise provided in
this section, the actual tax 1liability for an individual
property 1is capped at the dollar amcunt due in each taxing
unit for the 1986 tax year. In tax years thereafter, the
property must be taxed in each taxing unit at the 1986 cap
or the product o©f the taxable value and miils levied,
whichever 1is 1less for each taxing unit, except in a taxing
unit that levied a tax in tax years 1983 through 1985 but
did not levy a tax in 1986, in which case the actual tax
liability for an individual property is capped at the dollar
amount due in that taxing unit for the 1985 tax year.

(3) The limitation on the ameunt of taxes levied does
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not mean that no further increase may be made in the total
taxable valuation of a taxing unit as a result of;

(a) annexation of real property and improvements into a
taxing unit;

{(b) construction, expansion, or remcdeling of
improvements;

(c} transfer of property into a taxing unit;

{d) subdivision of real property;:

{e) reclassification of property;

(f) increases in the amount <f production or the value
of preoduction for preoperty described in 15-6-131 or
15-6-132;

(g) transfer of property from tax-exempt to taxable
status;

(h) revaluations caused by:

(i) «cyclical reappraisal; or

(ii) expansion, addition, replacement, cor remcdeling of
improvements; or

(i) 1increases in property valuation pursuant to
15-7-111+¢43-tmrough-t8% in order to equalize property values
annually.

(4) The limitation on the amount of taxes levied does
not mean that no further increase may be made in the taxable
valuation or in the actual tax liabiliry on individual

property in each class as a result of:
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{(a) a revaluation caused by:

(i) construction, expansion, replacement, or remodeling
of improvements that adds value to the property; or

(ii) cyclical reappraisal;

{b} transfer of property into a taxing unit;

(c) reclassification of property;

(d} increases in the amount of production or the wvalue
of production for property described in 15-6-131 or
15-6-132;

(e) annexation of the individual property intc a new
taxing unit;

(E) conversion of the individual property Erom
tax-exempt to taxable status; cor

(g) 1increases in property valuation pursuant to
15-7-1211{44+-thrangh-t8} in order to equalize property values
annually.

(5) Property in classes four, twelve, and fourteen is
valued according to the procedures used in 1886, including
the designation of 1982 as the base vyear, until the
reappraisal cycle beginning January 1, 1386, is completed
and new valuations are placed on the tax rolls and a new
base year designated, if the propercy is:

(a) new constructiony

{b) expanded,

deleted, replaced, or remode led

improvements:
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{c} annexed property; or

(d) property converted from tax-exempt to taxable
status.

(6) Property described in subsections (5)(a) through
{5)(d) that is not c¢lass four, class twelve, or class
Fourteen property is valued according to the procedures used
in 1986 but is also subject to the dellar cap in each taxing
unit based on 1986 mills levied.

{7) The limitation on the amount of taxes, as clarified
in this section, is intended to leave the property appraisal
and valuation methodology o©of the department of revenue
intact. Determinations of county classifications, salaries
of local government cfficers, and all other matters in which
total taxable wvaluation is an integral component are not
affected by 15-10-401 and 15-10-402 except for the use cof
taxable waluation in fixing tax levies. In fixing tax
levies, the taxing units of local government may anticipate
the deficiency in revenues resulting from the tax
limitations in 15-10-401 and 15-10-402, while understanding
that regardless of the amount of mills levied, a taxpayer's
liability may not exceed the dollar amount due in each
taxing unit for the 1986 tax year unless:

(a) the taxing unit's taxable valuation decreases by 5%
or more from the 1986 tax year. If a taxing unit's taxable

valuation decreases by 5% or more from the 1986 tax year, it
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may levy additional mills to compensate for the decreased
taxable wvaluation, but in no case may the mills levied
exceed a number calculated to egual the revenue from
property taxes for the 1986 tax year in that taxing unit.

{by a 1levy authorized under Title 20 raised less
revenue in 1986 than was raised in either 1984 or 1985, in
which case the taxing unit may, after approval by the voters
in the taxing unit, raise each year thereafter an additional
number of mills but may not levy more revenue than the
3-year average of revenue raised for that purpose during
1984, 1985, and 1986:;

{¢)}) a levy authorized in 50-2-111 that was made in 19B6
was for less than the number of mills levied in either 1984
or 1985, in which case the taxing unit may, after approval
by the voters in the taxing unit, levy each year thereafter
an additional number of mills but may not levy more than the
3-year average number of mills levied for that purpose
during 1984, 1985, and 1986.

(8) The 1limitation on the amount of taxes levied does
not apply to the following levy or special assessment
categories, whether or not they are based on commitments
made before or after approval of 15-10-401 and 15-10-402:

(a) rural improvement districts:

(b} speclal improvement districts;

tc) levies pledged for the repayment of bonded
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indebtedness, including tax increment bonds;

{d} city street maintenance districts;

(e) tax increment financing districts;

(£} satisfaction of Jjudgments against a taxing unit;

{g) street lighting assessments;

(h) revelving funds to support any categories specified
in this subsectiocon (8);

(i) 1levies for economic development authorized pursuant
to 90~5-112(4); and

{1) elementary and high schocl districts.

{9) The limitation on the amount of taxes levied does
not apply in a taxing unit if the voters in the taxing unit
approve an increase in tax liability following a resolution
of the governing body of the taxing unit containing:

(a) a finding that there are insufficient funds to
adeguately operate the taxing unit as a result of 15-10-401
and 15-10~-402;

{b) an explanation of the nature of the financial
Emergency;

(e) an estimate of the amount of funding shortfall
expected by the taxing unit;

{d) a statement that applicable fund balances are or by
the end of the fiscal year will be depleted;

(e) a finding that there are nc alternative scurces of

revenues;
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(f) a summary of the alternatives that the governing
body of the taxing unit has considered; and

(g) a statement of the need for the increased revenue
and how it will be used.

(10) (a) The limitation on the amcunt of taxes levied
does not apply to levies required to address the funding of
relief of suffering of inhabitants caused by famine,
conflagration, or other public calamity.

(b} The limitation set forth in this chapter on the
amount of taxes levied does nct apply to levies to support a
city-county board of health as provided in Title 50, chapter
2., if the governing bodies of the taxing units served by the
board of health determine, after a public hearing, that
public health programs require funds to ensure the public
health. & levy for the support of a local board of health
may not exceed the 5-mill limit escablished in 50-2-111.

{ll) The limitation on the amount of taxes levied by a
taxing Jjurisdiction subject to a statutory maximum mill levy
dces not prevent a taxing jurisdiction from increasing its
number of mills beyond the statutory maximum mill levy to
produce revenue equai to its 1986 revenue.

(12) The 1limitation on the amount of taxes levied does
not apply to a levy increase to repay taxes pald under

protest in acceordance wirch 15-1-402."

Section 17. Ssection 77-1-208, MCA, is amended to tead:
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"77-1-208. Cabin site licenses and leases —— method of
establishing value, (1) The board shall set the annual fee
for each cabin site subject to a license or lease in effect
on January 1, 1988, for each licensee cr lessee who at any
time wishes to continue or assign his license or lease. The
fee must be 3.5% of the appraisal of the cabin site value as
determined by the department of revenue or $150, whichever
is greater. The licensee or lessee has the option to pay the
entire fee on March 1 or to divide the fee into two equal
payments due March 1 and September 1. The value may be
increased or decreased as a result of the statewide-periodte

revaiuatien-of-property percentage adjustments made pursuant

to 15-7-11il. An appeal of a cabin site value determined by
the department of revenue shall be conducted pursuant to
Title 15, chapter 2.

{2) The board shall set the fee of each initial cabin
site license or lease or each current cabin site license or
lease of a person who does not choose to retain the license
or lease, The initial fee must be based upon a system of
competitive bidding. The fee for a person who wishes to
retain that license or lease must be determined under the
method provided for in subsection (1).

{3) The board shall follow the procedures set forth in
77-6-302 through 77-6-306 for the disposal or valuation of

any flxtures or improvements placed upon the property by the
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then-current licensee or lessee and shall require the
subsequent licensee or lessee whose bid is accepted by the
board to purchase those fixtures or improvements in the
manner required by the board.

{4) Nothing in this section may be construed as a
delegation of rulemaking authority to the beard."

NEW SECTION. Section 18. codification instruction.
[Sections 2 through 5] are intended to be codified as an
integral part of Title 15, chapter 7, part 1, and the
provisions o¢of Title 15, chapter 7, part 1, apply to
[sections 2 through 5].

NEW SECTION. Section 19. Repealer. Sections 15-7-131,
15-7-132, and 15-7-133, MCA, are repealed.

NEW SECTION. Section 20. Effective date --
applicability. [This act] is effective January 1, 1992, and
applies to all tax years beginning after December 31, 1991.

—-End-
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STATE OF MONTANA - FISCAL NOTE
Form BD-15
In compliance with a written request, there is hereby submitted a Fiscal Note for HB0O750, as introduced.

DESCRIPTION OF PROPOSED LEGISLATION:

An act to amend the laws on sales assessment ratio studies; to allow appeals regarding value after the sales assessment
ratio percentage adjustment; to require that the sales assessment ratio studies be developed by a statistician who is not an
employee of the Department of Revenue; to establish an independent group ©of statisticians tc review the study; to require
that an area be reappraised if the coefficient of dispersicn of appraised value to average selling price exceeds 15 percent;
to provide for a phase-in of annual adjustments that exceed 10 percent; toc require the use of standards for appraising
property without other statutory standards; to delete the periodic property revaluation cycle; and providing a delayed
effective date and an applicability date.

ASSUMPTIONS:

1. Change in statewide total taxable valuation due to sales assessment ratio studies for FY92 and FY93 would be small.

2. In FY93, the decrease in statewide total taxable valuation due to exempting the first $80,000 in market value of an
owner occupied primary residential improvement for gualifying low income residents is estimated to be ($5,407,128),
resulting in property tax revenue decrease of ($32,443) for universities, ($216,285) for state equalization, ($465,561)
for counties, (5944,790) for schools, and ($304,646) for cities and towns.

3. 1In FY93, the increase in statewide total taxable valuation due to increasing the tax rate on gualifying golf course

property 1s estimated to be $581,570, resulting in property tax revenue increase of §$3,489 for universities, 523,263 for
state egualization, $49,874 for counties, §$105,047 for schools, and §7,999 for cities and towns.

4. The coefficient of dispersion (COD) defined in sections 1 and 3 is meant to be the COD of sales ratios with respect to
the value weighted mean.

§. It is assumed that the language in section 4 of the proposal phases—-in increases in valuations in a three-year period by
limiting the percentage adjustments in the first and second years tc no more than 10%, while allowing the percentage
adjustment in the third year to exceed 10%.

6. The proposal will require reappraising approximately 548,430 of the total 703,080 statewide parcels in FY392. It is
estimated that 351,000 parcels ( cone half of the state) would need reappraisal in FY93. This reappraisal effort does
neot include agricultural land and timberland. The net effect of this reappraisal effort will be to accomplish the
reappraisal task "Final Determination of Value"” one year earlier than identified in the Montana Reappraisal Plan.

7. The proposal would require expenditures in FY92 of $2,885,904 ($1,514,022 for personal services, 65.50 FTE, $776,139
for operating expenses, and §$595,743 in equipment costs). The proposal would require expenditures in FY¥93 of $1,520,271
($915,459 for perscnal services, 40.00 FTE and $604,812 in operating expenses).

FISCAL IMPACT:
see next page
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Fiscal Note Request HBU750, as introduced
Form BD-15
page 2

FISCAL IMPACT:

FY 92 FY 93
Expenditures: Current Law Proposed Law Difference Current Law Proposgsed Law Difference
 F.T.E. 0 65.50 65.50 0 40.00 40.00
Personal Services o] 1,514,022 1,514,022 0 815, 458 §15,45¢%
Operating Expenses 0 776,139 776,139 0 604,812 604,812
Equipment Costs 0 595,743 595,743 C 0 0
Total 0 2,885,804 2,885,904 0 1,520,271 1,520,271
Fundings:
General Fund o] 2,885,904 2,885,904 o 1,520,271 1,520,271
Revenues:
The proposal would decrease state property revenues in FY93 and subsequent fiscal years by the fellowing amounts: $28,954

for universities and $193,022 for state equalization.

The proposal would decrease local property revenues in FY93 and subsequent fiscal years by the following amounts: $415,687
for counties, $839,743 for schools, and $296,647 for cities and towns.

Impact to General Fund (2,885,804) (1,520,271)

TECHNICAL NOTES:

1. The proposal is not clear in its intent to exempt the first $80,000 in market value of owner occupied primary
residential improvement for gqualifying low income residents.

2. 1In section 1, it is not clear what the rcle cof the non-department statistician would be. The phrase "the study must be
developed"” is very general. The extent of the statistician‘s involvement could range from small (analyzing data
provided by the department) to extensive (designing and directing the entire sales ratio study from initial planning, te
data collection, through to statistical analysis and recommendations).

3., 1In section 3, the proposal sets an appraisal standard based on a statistical measure (coefficient of dispsrsion) which
is incorrectly defined. Even when correctly defined, the standard of 15% is unreasonably applied with respect to the
sales assessment ratio study conducted in Montana. In Montana, the preperty in each area can be considered to be older
and hHeterogeneous, that is, property included in the analysis for an area is diverse. 1In such areas, the International
Association of Assessing Officers {(IAAO) state in their text Improving Real Property Assessment, that a COD of 15%
"would typically indicate good performance”. The same text reveals that in a survey of results of sales assessment
ratio studies conducted by taxing jurisdictions throughout the United States, only 25% of those jurisdictions obtained a
coD of less than 15%. It should be noted that this survey was of sales assessment ratio studies conducted on single-
family residences, a much more homogeneous group of property than the property studied in Montana and therefore
susceptible to lower COD‘s. Since commercial property is more heterogeneous than residential property, the standard for
an acceptable COD level should be higher than that set for residential property.

{continued on next page) H% '-T:)O
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TECHNICAL NOTES: (continued)

4. The phase-in of valuation language in section 4 is confusing. It would be more simply put to read "The percentage
adjustment in the first and second year may not exceed 10%. The percentage adjustment in the third year may exceed
10%."

5. Since the proposal addresses only residential land and improvements,agricultural l-acre homesites and improvements, and

commercial land and improvements, and eliminates language requiring periodic revaluation of all taxable property within
the state, there is no specific language in statute requiring the revaluation of agricultural land and timberland after
1993.
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